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OATH OR AFFIRMATION

1, FRANCIS A. MLYNARCZVK, JR. , swear (or affirm) thal, Lo the best of
- my knowledge and beliefl the accompanying {inancial stalement and supporting schedules pertaining Lo the firm of
SCARSDALE EQUITIES LLC , 0%
of DECEMBER ) _, 2008 , are true snd correct. | further swear (ot affirm) that

neither the company nor any partner, proprietor, principa! officer or direclor has any proprictary interest in any account

clssified solely as thal of u customer, excepl as follows:

Notary Public U

This report ** contains {check all applicable boxes):

(8) Facing Pape,

‘¥ (b) Statement of Financial Condition.

Wr{c) Statement of Income (Loss).
X (d) Statement of Changes indinas=iabOondition, CASH FLOWS
“~—T3 (e¢) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprictors’ Capital.

(¥ (f Stetement of Changes in Liabillties Subordinated to Claims of Creditars.

¥¥ (g) Computation of Net Capital.

3 (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-1.

O (i) information Relating to the Possession or Control Requirements Under Rule 15e3-3,

0 () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Ruie 15¢3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
0 (k) A Reconciliation between the audited and unaudited Statements of Financial Copditio_n with respect to methods of

consolidation,
£ () An Oath or Affirmation.
‘T (m) A copy of the SIPC Supplemental Report.
[0 (n) A reportdescribing any material inadequacies found to exist or
x (o} Reconciliation of audited to unaudited 12/31/08 Focus Report
**fior conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).

found to have existed since the date of the previous audit.
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SANFORD BECKER & CO,, P.C.

CERTIFIEI} PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS

RICNARD & BECKER, C.P.A. 1430 BROADWAY
S{\NF()E{P E. BFLHEI" CPRA. NEW YORK, N.Y. 10018
GEORGE 5. GET?, CPA. TELEPIHNE -(212) 921 - 9000

FACSIMILE - (212) 354 - 1822

SANFORD BECKER, C.P.A. 1922-1994

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACOUNTANTS

Board of Directors
Scarsdale Equities LLC

We have audited the accompanying statement of financial condition of Scarsdale Equities
LLC as of December 31, 2008 and the related statements of income, cash flows and changes in
stockholders’ equity for the year then ended, that you are filing pursuant to Rule 17a-5 under the
Securities Exchange Act of 1934, These financial statements are the responsibility of the
Company’s management. Qur responsibility is to express an opmlon on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial staternents. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

, In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Scarsdale Equities LLC as of December 31, 2008 and the
results of their operations and their cash flows for the year then ended in conformity w1th
accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in the schedules listed on the
accompanying index is presented for purposes of additional analysis and is not a required part of
the basic financia) statements, but is supplementary information required by Rule 17a-5 of the
Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

New York, New York WM "‘LC /C

February 6, 2009
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FINANCIAL AND GPERATIONAL COMBINED UNIFORM SINGLE REPORT

SEE HNMTES Te FINANCIAL STATEMENTS

PAGE 2

PART IIA
—
”";HOKER ORDEALER  SCARSDALE EQUITIES LLC N 3 N
. STATEMENT DF FINANCIAL CONDITION FOR NONCARRYING, NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS
as ol (MM/DOAYY) 12/31/08 7]
SEC FILE NO. 866845 1
Consolidaled
Unnnnsolidaie!!‘l‘XJ'] BiLE
Allowable Hon-Aflowahle Total
1. Cash $ 660,546 |00 $ 600,546 [T60 |
2. Recaivables from brakers or dealers:
A Clearance accounl 5 1.544 1285
8. Othar 4,363 [300 % 55D 1,544 810
3. RBCONVADIE 1FOM POR-CUSIDMEIS wevrvrsscscssercesessio 366 600 |y 4,393 |80
4. Seturltles and spol commodities
owned al market value:
A Exempled securities 1.085,700 |48
B. Debt securflles 419
C. Options | 420 | '
D. Other securtles T0.636 | 424
E. Spot commodities Y 0 1,096,336 {0
" B, Securiies and/or ather investments
nof readlly markatable: i ]
A Acosty § 130
B, Al estimated [ valoe 449 68,990 (610 68,998  [60 |
6. Securfies borrowed under subordination ‘
agreements and paniners’ individua) and capial
securities accounts, i markat vale: 46D 630 380
A Exempled
securities § | 150]
B. Other
sncurilies $ [60]
7. Secured demand notes: i l [ 540 l a0
- Market value of collataral:
A Exempted
securities $ [ 110|
B. Other
securities § | 1IIIJ|
8. Memberships fn exchanges:
A Owned, &l
market  § I
B, Owned, at cosl [ 660 |
C. Contribuled for use of the company, at
market valus % 560 900
9. Investmant in and receivables from afifates,
subsidiaries and associaled parnersiPs ... 480 {670 ] 510
10. Property, funiture, equipment, ieasehold
improvernents and rights under lezse agresments,
al cost-net of accumulated depreciation and
amortzation 490 36,109 1680 [y 36,109 920
11. Giher assols 536 133,268 |76 133,268 930
12.  TOTAL ASSETS 3 1,702,819 5a0 s 238,367 170 ] 1 .941.186 -840
OMIT PENNIES
A

SEC 1696 (02-03) 3 of 16




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

\-*I;MR OR GEALER SCARSDALE EQUITIES LLC . asol  12/31/08

STATEMENT OF FINANCIAL CONDITION FOR NONCARRYING, NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS

LIABILITIES AND QWNERSHIP EQUITY
Al Hon-Al.
Liab¥ifes Ligbilties Liabilltles Tola|
13. Bark loans myable $ |10‘5| H [ 1255|'u H [1a70)
14. Payzblo o brokars of dealers: |
A Clearance accounl ‘ 1114 1316 1660
8, Other o 1116 1306 1540
15, Paybie to non-customers 1156 1355 1610
16. Secur¥ias soid not yel purchased, .
a markel vaje ) |1350| |1620|
17. Accounts payable, accrued Jabillies,
expenses and olher 279,219 7765 _[zes] 279,219 [1885]
18. Noles and merigages payable:
A Unzecuzed 1210 1680
B. Secured 1211, [1380] %, 1700
19, E. Liahilities subordinated to claims . .
of general credioss:
A. Cash borrowings: [1an0] [1716]
1. from outsiders” $ - [o70] .
2. includes equity subordlnaﬂnn {15¢3-11d
of .. $ ﬂ
B. Snwrniex borrowings, at market vatue ........... 1410 {1720}
from outsiders  § [0}
C. Pursuan o secured demand nole .
COltalers] APEBMERIS wuuvvmeeressesissssrsmesmsssiosans [Fa20] 1730
1. trom oumsiders $ [Too0]
2. includes equity aubordlnaﬁon (15¢3-1(d
of .. ﬁﬁ!
D. Exchanqe memberstips contributed for
use of company, at Market YalUe .........emeeevsrsnee 1430 1740
E. Aczcounts and oiher borrowings not . ’
quakifled {or nal capltal PUIPOSES ... uumssusorne | 1220 ) 1440 1760
20 TOTAL LIABILITIES -..cocsssmmenisammssmmrasisnsans $ 279 _,_z 19 [1730] $ 1450] % - AR 1760
) Swnprahip Eoulty
21, Sok Proprietorship : 13 17710
22. Pasnership (imfled pMners) Wi {1020]) 1,667,967 {17
23, Corporalion:
A. Preiemed stock ; N 1791
.B. Commen stoek.....: ; T2
€. Adddlionad paid-in capiial 178
D. Retained earnings 1794
E. Total 16
F. Less capltal stock in reasury ! 1786
24. TOTAL OWNERSHIP EQUITY . ] 661 . 9657|1800
25, TOTAL LIABILITIES AND GWNERSHIP EQUITY $ ,941 186 ‘1180

OMIT PENNIES

SEE N.TES TO FINANCIAL STATEMENTS
PAGE 3
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SCARSDALE EQUITIES LLC
— STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 2008

REVENUE

Commissions

Underwriting and Placement Fees
Bividends & Interest

Other

EXPENSES

Employee Compensation & Related Costs
Clearing Fees

Communication Expense

QOccupancy and Egquipment Expenses

Professional and Consultant Fees
Other Operating Expenses

“— NET INCOME (Note 2)

SEE NOTES TO FINANCIAL STATEMENTS

PAGE 4

8,494,427
3,901,190
17,943
468,152

12,881,712

9,683,415
986,549
429,983
219,945 -

64,886
696,480

12,081,258

800,454 °




SCARSDALE EQUITIES LLC oo
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
YEAR ENDED DECEMBER 31, 2008

MEMBERS

CAPITAL EARNINGS TOTALS
BALANCE at January 1, 2008 1,671,766 - 1,671,766
Net Earnings (Loss) 800,454 800,454
Member Distributions (810,253) (810,253)
BALANCE at December 31, 2008 1,671,766 (9,799) 1,661,967

SEE NOTES TO FINANCIAL STATEMENTS
PAGE 5



STATEMENT OF CASH FLOWS

‘ SCARSDALE EQUITIES LLC
| YEAR ENDED DECEMBER 31, 2008

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

Cash Flows from Operating activities:
Net Income .

Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities:

Depreciation

Increase in Accounts Receivable

Decrease in Accounts Payable and Accrued
Expenses Payable:

Decrease in Other Assets

Net Cash Provided By Operating Activities
' Cash Flows from Investing Activities:
Purchase of Equipment
| Decrease in Securities Owned
Cash Flows from Financing Activities:
‘ — Member Capital Distributions
Net Increase in Cash and Cash Eqgivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

Supplemental Cash Flow Disclosure
Income Tax Payments

SEE NOTES TO FINANCIAL STATEMENTS
PAGE 6

$ 800,454

11,865
(5,937)
{205,157}

6,684  (192,545)

607,908

(11,462)
331,564 320,102

320,102

{(810,253)

117,758
482,788

S 600546 °

161,042 °




1)

2)

SCARSDALE EQUITIES LLC . .
NOTES TO FINANACIAL STATEMENTS
FOR THEYEAR ENDED DECEMBER 31, 2008

Summary of significant accounting policies:

Scarsdale Equities LL.C (Company) became a registered general securities broker-
dealer on June 27, 2005 and is subject to regulation by the Securities and
Exchange Commission (SEC) and the National Association of Securities Dealers,
Inc. (NASD).

The Company operates principally under a clearance agreement with another
broker, whereby such broker assumes and maintains the Company’s customer
accounts. The Company is responsible for payment of certain customer accounts
{unsecured debits) as defined in the agreement.

Accounting for commission income is on a settlement date basis. Revenues and
expenses would not be materially different if reported on a trade date basis.

Securities owned are valued at market.
Use of Estimates:

The process of preparing financial statements in conformity with generally
accepted accounting principals requires the use of estimates and assumptions
regarding certain types of assets, liabilities, revenues, and expenses. Such
estimates primarily relate to unsettled transactions and events as of the date of the
financial statements. Accordingly, upon settlement, actual results may differ from
estimated amounts.

For the purpose of the statement of cash flows, the Company considers all highly
liquid debt instruments purchased with a maturity of three months or less to be

cash equivalents.

The Company maintains cash in commercial bank accounts which, at times, may
exceed federally insured limits. :

The Limited Liability Company and members have elected to be treated for tax

purposes as a partnership under applicable Federal and State law. Accordingly,
no provision has been made for Federal and State Tax.

PAGE 7



3)

4)

5)

SCARSDALE EQUITIES LLC
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2008
{(CONTINUED)

Net Capital Requirements:

The Company is subject to the uniform net capital rule (Rule 15C3-1) of the
Securities and Exchange act of 1934, which requires that corporation to maintain
a ratio of aggregate indebtedness to net capital as defined, not exceed 15 to 1. At
December 31, 2008 Scarsdale Equities LLC, net capital was §1,418,742 whereas
the required net capital was $100,000. The ratio of aggregate indebtedness to net
capital was 20% compared to a maximum amount allowance of 1500%.

The Company solicits and services customer accounts, which are introduced on a
fully disclosed basis to Pershing LLC. The Company’s principal sources of
revenue are commissions earned on customer accounts. The Company does not
hold customers’ cash and/or securities and is exempt from the provision of SEC
Rule 15C3-3 under sub-paragraph K (2)(b).

The Company is exempt under Rule 15C3-3 since all customer transactions are
cleared through another broker dealer on a fully disclosed basis. We have
ascertained that the conditions of this exemption were being complied with as of
December 31, 2008 and that no facts came to our attention to indicate that the
exemption had not been complied with during this period.

The Company is obligated under an operating lease for leased premises beginning
June 1, 2005 for $194,208 per annum through October 30, 2009.

PAGE 8
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FINANCIAL AND DPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART IIA :
“~~|OROKER ORDEALER ~ SCARSDALE EQUITIES LLC asol 12/31/08
COMPUTATION OF NET CAPITAL
1. Total ownership equlty lrom Statement of Fiaancial Gondilion $ 1.661.967 [3480]
2. Deduct awnershis equity nol ailowabio tor Nl Gapllal k1 3490
4. Total ownership equity qualtied for Nol Capiel 1 .661 ,967 {3500
4. Add:
A Llabiities subordinatod to claims of general creditors aliowabio in computalion of net capilal | 3520/
8. Dther {deductions) or allowable credits st} 1,661 .967 | 3525
5. Total capltal and aiowablo subordinated liabliites ......... $ 3530
. Daductions and/or charges:
A. Total nor-allowable assels lram .
Statement of Financial Condltion (Notes B and C) i 240,633 [3540
8. Secured demand nols definquency 3590
C. Commediy lutures contracts and spol commoditles ~
proprietary capita) charges 3600
D. Other deduclions andfor charges 361 ( 246,633 [3520
7. Other additions and/or BUOWablE GrEHRS (LIS cou.weeicseressvmmsssossissmmitinssssimsrmsmsisstssasssssstsssssrsrsrsmmss isossasamsbesb it bssproamumsss ey siosssties s dniasr s , 3630
Tl T e vy 1 T —————— L To$ T 271 334 [3640
8. Hairculs on securfiiss (computed, where uppficable, pursuant to 15c3-1(1)):
A. Contractual securlties commiiments $ 3660
B. Subardinated securities borrowings 3670
C. Trading and investmeni securities:
1. Exempted securiliss AN 997 [3735
2. Debisecurilles , ana
3. Options 3730
4. Other securiles 1.505 |34
0. Undue Concestration
E. Other {Lis} 736] | 2,592 3740
10, Net Capital s 1.418 742 [37s0]
OMIT PENNIES
_— SEE NOTES TR FINANCIAL STATEMENTS -

PAGE 9
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART IIA
) 12731708
~—— | BROKER OR DEALER SCARSDALE EQUITIES LLC as o
COMPUTATION OF NET GAPITAL REQUIREMENT
Parl A
11. Minémum nel capital required (6%% of lina 18) eeeseemmssasp SRR e s 18.615 [375)
12, Minimum doliar net capilal requirement of reporting broker or deater and minimum el capital requirament
of subsidiaries computed in accordance with Note (A} s 0o _one  [arsd
13. Nel capltal requiremanl (greater of fine 11 ¢r 12) - ¥ 0.000 _| 3760
14, Excess net capital fina 10 less 13) $ 319 747 [3770
T L R, N R T TE TR v N T R T R ———————— n$ 415,950 {3780

COMPUTATION OF AGGREGATE INDEBTEDNESS
s 279 219 [3700]

16, Total Al. Babifities from Statement ¢! Financtal Condltion

17. Add:

A Drafts tor immediate credll nd [3850]

B. Marke! valus of securfies borowed far which no equivalent vaiue

is paid or credied $ 3810

C. Other unrecorded emocnts {List) $ 3820] $ :
18. Total aggrepate indebledness $ 279 719 | 3840
19. Percentage ol agpregate indebtedness to nel capital (line 18 + by Gne 10) % {¢] 3850

%, 3860

20. Percenlage of dsbi to debi-equity lota! computed In accordance with Rule 15¢3-1{(d)

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT

Part B
~—21, 2% of combined aggregate dubil ltems as shown in Formula for Reserve Requirements pursuant to Rule 15¢3-3 NOT

prepared zs of the date of (he net capftal computation inetuding both brokers or dealers and consolidated subsidlaries’ deblts.......... A P) ARL El 3570
22, Minimum doliar net capftal requirement of reparting broker or dealer 2nd minimum net capital requirement of

subsidiaries computed n accordance with Nat (A) : s 388D
23. Nel capital requiremen (greater of lina 21 or22) $ 3760
24 Excess capllal {tine 30 iss 23) $ 3910
25. Nel capital In excess of the greater of:

A. 5% of combined aggregale debll Rams o $120,000 .....corvrvcvcsarimmmmmssssismmmism s ossren s sss s sttt $ 3920
NOTES:

{A) The minimum nel capita! requivernent should be computed by adding the minimum doliar nel caphal requirement of the reporitng broker dealer and, for each

subsidiary to be consoddated, the greater of:
1. Minimum dolar net capiisl requirement , or
2. 6%,% ol agpregate indstiedness of 4% of aggregate debils U allemalive method is used.
(B) Do nal deduc! lhe vatue of securkties borrowed under subordination agreements of secured demand note covered by subordination agreements nol In satistactory form

and (he marke! values of memberships bn exchanges contributed for use of company {contra to ltem 1740} and partners’ securities which were included in pon-allowable

assols. )
{C) For reports fited pursuant o paragraph (0} ol Rute 1725, respondent shoukd pravide a %5t of material non-aliowabte assels.

SEE NOTES TO FINANCIAL STATEMENTS
PAGE 10
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA
“— | BROKER OR DEALER SCARSDALE EQUITIES LLC asof __12/31/08
EXEMPTIVE PROVISION UNDER RULE 15¢3-3
24, Il an exemplion trom Rule 15¢3-1 is claimed, idantily befaw the section upon which such exomption is based {check one oy}
PR X DD LY TR I—————————— e 4550
B. (K)N2Z}HA)— *Special Accounl lor the Exclusive Beneli of custamers” mainlatned 4560
C. (k)2){B)— All customer transaclions chared tivough another broker-dealer on a fully disclosed basis. ]
Name of clearing firmy, PERSHING LLC [4335] X 4570
0. {K)(3) — Exempled by order of the Commission {include copy of letter} 4580
Ownership Equity and Subordinzied Liabilllies maluring or proposed to be withdrawn within the nexi six months
and accruals, {as defined below), which have no! been deducled in the computation of Net Gapilal,
Type of Proposed Amounl o be
Withdrawal or Withdrawn {cash (MMDDYY) Expecl
Atcrual insider or amount and/for Net Withdrawal or 1o
(Gee below Outsidar? Capitat Value of Maturily Renew
for code ) Narne ol Lender or Contributor {tn or Out) Securiliag) Date (Yes or No)
i _ ]mu | ] 4601 | |¢602 l |4503 | i 4804 I ] 4EBE|
k') |4EW| |4B11| |4012| |4613] HBNI ]4515[
3 |4h‘20| [ 4521[ {4622 l [4623 l f -lb'24] ]4625]
K |453I1| | 453-1 | |4632 ] [4633 I i 4634] ] 4535]
— 0 [%641] [&iz] - [w3] [a64d] {4545]
Tolal $% [#598]
OMIT PERNIES

tnstructions;  Detad Listing must inchude the iotal of lems maturing during the six month period foliowing the report date, regardiess of whelher o7 not the capiial contribution Is
expected to be enewed, The schedule mus! aiso include proposed caplid withdrawats scheduted wilhin (ke six menih period lolowing the repont date ncluding
e proposed redemption of stock and anticipated aceruals which would causs a redutiion of Net Capltal These anticipated accruats would include amounts of
bonuses, partness’ drawing accounts, taxes, and interest on capital, voluntary contfbutions to pension of profit sharing plans, etc., which have not been deducled
in the computation of Net Capital, but which you anticipate will be paid within the next six months.

WITHDRAWAL CODE: DESCRIPTIONS
| N Equity Capita!
2. Subordinated Liabiiilies
3 Accruals

~
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SCARSDALE EQUITIES LLC . _
RECONCILIATION OF COMPUTATION OF NET CAPITAL PURSUANT TO

UNIFORM NET

CAPITAL RULE 15¢3-1 TO CORPORATION'S CORRESPONDING UNAUDITED FORM X-17A-5

PART IIA
FILING DECEMBER 31, 2008

Net Capital per computation pursuant to Audited
Form X-17A-5 Part llA Filing

Adjustments:
Audit adjustments - Accrued Income, salaries and expenses
etc., including year end adjustments

Net Capital per Corporation's unaudited
Form X-17a-5 Part llA filing

SEE NOTES TO FINANCIAL STATEMENTS
PAGE 12

$ 1,661,967

$ 1,661,967 ~




SANFORD BECKER & CO., P.C.

CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS

RiCHARD S. BECKER, C.P.A. 1430 BROADWAY - 6™ FLOOR
SANFORD E. BECKER, C.P.A. NEW YORK, N.Y. 10018
GEorGES. GErz, CPA, - TELEPHONE - (212) 821-9000

FACSIMILE - (212) 354-182%

SANFORD BECKER, C.P.A, 10¥2-1094

REPORT ON INTERNAL CONTROL

The Members
Scarsdale Equities LLC

In planning and performing our audit of the financial statements of Scarsdale Equities LLC as of
and for the year ended December 31, 2008 in accordance with auditing standards generally
accepted in the United States of America, we considered the Company’s internal control over
financial reporting (internal control} as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control. Accordingly, we
do not express an oopinion on the effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company including
consideration of control activities for safeguarding securities. This study included tests of such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in
making the priodic computations of aggregate indebtedness (or aggregate debits) and net capital
under rule 17a-3(2)(11) and for determining compliance with the exemptive provisions of rule
15¢3-3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons
and recordation of differences required by rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section
8 of Federal Reserve Regulation T of theBoard of Governors of the Federal
Reserve System

The management of the Company is responsible for establishing and maintaining internal contro}
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition and that tranactions are executed in accordance with




management’s authorization and recorded properly to permit the preparation of financial
statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatments on a timely basis. A significant deficiency is a control deficiency, or combintion of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally acepted accounting
principles such that there is more than a remote likelihood that a misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or detected by the
entity’s internal control,

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and would not necessarily identify all deficiencies in internal control that
might be material weaknesses. We did not identify any deficiencies in internal control and
control activities for safeguarding securities that we consider to be material weaknesses, as
defined above. '

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purpose in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such pruposes. Based on this understanding and on our study, we believe that the
company’s practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2008, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Dirctors, management,
the SEC, and other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange
Act of 1934 in their regulation of registered brokers and dealers, and is not intended to be and
should not be used by anyone other than these specified parties.

Lo 13l 3G,

New York, New York
February 6, 2009
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